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L. LOULCOQUCTLON
One of the basic.measurés of the performance of an economic system is

its success in providing for the materjial welfare of its members. With

such ringing phrases as'“Evefything for.man; for his welfare!"-_/ Soviet.
ideologists constantly procléim_Communisﬁ's supefiority in this respect.
Certainly one of the principal aims of Sovieﬁ poliFy is fo raisé'the_level
of living of its ciiizenry.» ﬁowgver, this gogl must compete for the
allocation of,resources,'wiﬁh the démands for miliﬁary,and ;pace programs
and‘for modernization qf plant and eqpipment‘througgout the economy. Because
of its control over economic resources, the regime can manipglate the annual
share of gross nation;l product (GNP) allocated to consumption. In addition,
through its investment policies the régime can determine the.level of inputs
for those sectors of the economy(¥haﬁ direcfly supply the consumer -- the
iight and food industries, agriculture, and servicesf

The formulation of a policy for allocation -of‘resources among the major
claimants -~ consgmption,_defense, and investment -- ;s intertwined wity the
whole fabric of Soviet domestic and foreign policy. I# ;he absence of
Stalinist repression, the leadership must heed to some extent the popular
expectations of a better life. Mpreover, the prosperity of the indusﬁrial
We§t continues to whet>the appefites of Soviet consumers for more rapid
progress. Growing contéct vith the West presﬁmably gcceleratés £ﬁis

.

process.




IX. Trends in Consumption

The Soviet population lives ma:kedly better ;n the mid-l960fs than it
did at the end of the postwar reconstruction. ﬁetween i950 and 1958 per
capita consumption grew at an average rate of over 5 percent per year,
but since 1958 the rate has fallen by oné-half (See Figure 1l)¥. Nevertheless

" Soviet conpiiiipt o per Gapite has inciensed trom 27 parecnt o US somsanption)

per capita’ 'fn 1955 to 31 percent in 1964,

(Figure 1)
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g/ Derived from the index of consumption, Appendix A.

* Some part of thils decline mey have been offset by better quélity of goods
and services. Despite the myriad complaints concerning the quality of goods,

observers agree that both varlety and workmanship of consumer products have:
improved noticeably in recent years.




With respect to the major categories of consumption,-the annual rate ofv
increase in the consumption of food has been low and declining over time;
that of services has been steady and somewhat higher than that for food;
that of soft goods bas been greater st111 but has. slowed down appreciab;Sﬁ,
and that of durable goods has'grown mos; rapidly (See FigurevE). .

(Figure 2)
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&/ See Appendix A for a discussion of the neture of the data used to derive
the indexes and the method of construction.

A. Pood and Beverages.

Soviet citizens consume on the average about 3100 calories per day,

or about the same as in the United States. This level, reached by 1953 and




maintained since, is adequate for the energy,requiremenﬁs of the Soviet

populace. But along with the expansion in real incomes of the population

since 1955, the demand for better quality food such.aé meat and'eggs, more

variety, and more conQeniences has grown. In these respects, changes in

the daily diet have not matched consumer expectations. Egble'l sﬁovs the

trends aiyce 1950 1nfper capita consumption of .the ma jor categories gfifood.v
Table 1

USSR: Average Annual Rates of Growth in Per Capita
Consumption of Food, 1951-65 a/

[fPercent,y
1221-28 1252-62'
All food .
"of which: k.2 1.7
Animel products 4.8 2.2
Processed foods: 8.4 4.3
Basic staples o 0.k -1.2

_5/ Separate foods were aggregated by use of price weights. Animel products
include meat, fish, milk and milk products, and eggs. Processed foods
include canned goods, macaroni, margarine and vegetable oll, sugar. and
confectionery, beer, wine, champagne, and vodka. Basic steples ihclude
vegetables, potatoes, and bread and flour. .

-Per capita consumpfion'of basic foods such as bread aﬁd potgtoes-fell
aﬁsolutely after 1955.a§ the supply of animal products and preceésed foods
sucg és sugar, canned goods, and beverages increésed rapidly. Aftef 1959,
however, the demand for more meat and dairy products was thwarted by the
failure of domestic supply to maintein previous rates of e%pansion end the
unwillingness of the regime to authorize imports. As a result ‘the rgtg of
increase in per capita avdilability of anima; products decliﬁed by more ﬁhan
one-half during 1959;63._ Beg;gning in 196k, however, ﬁbe decline in - this =

growth rate apparently was halted.




As incomes rise, éonsumeré tend to substitﬁtelanimaimﬁf;ducté; Qégétaﬁlé
oils, fats, sugar, and other "quality; foods for the starchy staples such as
potatoes and grains. A change in the share of calories derived from starchy
foods, the so-called starchy-staple ratio, thergfore, is.a goéd indicator of
the changes in the qﬁality of diet that have o;curred in the USSR. 1In 1953,
70 bercent §f th; caioric cogtent of the average Soviet diét originated in
starchy food, 15 percent in.animél products. By 1960 the percentage of
calories from starchy foods had dropped to about 62 percent (compared to 2k
percent in the United States‘%? ) while animal products supplied.almost 20
percent, a decided improvement in diet. From 1960 to 196# howéver, the
starchy-staple ratio held nearly constant. But following a largg boost in

05 Hum Fcols
production of meat and milk in 1965, increased availabilities; reduced the

A
starchy-staple ratio to 57 perceﬂﬁ;“
B. . Services
Hbusing‘is & particular vexing problem for the Soviet consumer.
Repid urbanization and low rates of investment in new housing combined to
hold per capita living space¥* for the entire cou;try'static during the early
‘1950's at slightly more thap 5 sq. m. The new Khrushchev government pledged #sels

to "overcome the housing shortage," and in 1957, increased state -investment

plus encouragement of private home building led to a sizablebboom. But these

2 B/ U.E Ibpaztment of Agriculture, US Food Consumption, Statistical Bulletin
No. 364, p. 65. :

* Lilving space 1s defined in the USSR to include living'fooms,'dining
rooms, and bedrooms;-1t.does not include bathrooms, kitchens, hallways, and
corridors. . : ‘ E -




policies were both shoﬁ-iived, and by 1964 the level of investmentin héﬁéing
construct.i.on was 11 percent below the peak achieved in 1_959. Hc;us_ﬁ.ng space
constructed during the Seven Year Plan (1959-65) fell 30 percent short of the
target of nearly 1 billion sq’wa;re >meters. Per cg_‘p'ita‘ llving sx;ace in 1965' 'was.
abo_ut 6% 5Q. M., fé.r short of .the officiaelly designated minixﬁum norm of 9 sq. m.
and less the.ﬁ half the .avai.la‘r_:le space per capitae in Austria or West Germany. 3@

Although there has been no striking improvement in the per capita s_upply'of'
living space, there has bee‘n "an appreciable.improvgpent in personal privgcy.
Rooms are smaller, thus fewer people per rocm, and ymost new state;built
apartments now include private baths and kitchens... - In addition to new
building, much of the reconstruction of old buildings emphas_izes clx'ea;tion of
smaller, more rationally planned apertments.% Howevéf , in Moscow alone, Lo
percent of the housing in 196k was obsolete by Soviet standards, with teneuts
forced to use communal kitchens and bethrooms. ~5B/

The other services have advanced steadily. Household expendit{zres for

utilities continue to grow, although a large backlog of demand for provision

of gas and electricity remains. The population has also used an increasing

3 g/ UN Economic Commission for Europe Annusl Bulletin for Housing and Building
Statistics for Europe, Paris 1963, pp. 6, 7, 12, 38. .

4 53/ stroitel'naya Qazeta, 23 June 1965, P.3.

* Discussing the reconstruction of one old building in Moscow, & recent
article noted that where 5 or 6 families formerly lived in one apartment and
shared the kitchen, after reconstruction each femily has an individual
apartment with private kitchen.

ig/ Vechernays X(Ioskva, 15 January"1966, p.k.
X Lo




share of its growing income for transportation, personal care, and repair
services. During the past few years the planners have plaéed great emphasis
on increasing the number of clothing end appliance repair shops,’laundries,
drycleaners, and other service outlets. In part, this policy stems from -
the increasing stocks of consumer durables and the desire of the regime to
rely on commercial<channels_for the performence of chores formerly done in
the home.
. »* o,

Communal services -- health, education, and other free services (museums,
v
livraries, and the like) -- amount to 10-14 percent of total consumption.

Shown by
Achievements in health and educatlon have been impressive, as the comparative
indicators in Table 2° i}. The quality of many communal services, however,
1s below U.S. standards, the degree varying from field to field.
Table 2

USSR and US: Comparative Indicators of Health and Education Services
Selected Years, 1950-6k

1950 Ufg};eg/_ 198% Tg'zh—
Doctors (per 10,000 persons) - 13.2 16.8 20.5 ik.7
Hospital beds (per 10,000 persons) 56 % ok 88 v/
School enrollments (thousands) 34,752 31,483 U6,664k  h1,bi7 of
Number of teachers (thousands) 1,475 1,900 2,435 1,651 ¢f
Number of students per teacher 23.6 -16.6 19.2 25,1

&. Narodnoye khozyaystvo SSSR v 196k, (hereafter N.kh.) p. iﬁqhéPfor
education; p. 733 for health.

b. Hospital's Guide, August 1, 1965, Part II, p. k4s50.
c. U.S. Statistical Abstractfg 1965, p. 120.

N\




C. Soft goods

Per cépita consumption of soft goods --Amainly.fabrics, clothing and
shoes -- increased at an annual rate of about 8 percent fetween 1950 and 1959.
Since 1959, however, the rate of growth has slowed to an.averége of 2 percent
per year. This decline appeais to be due in large part to increasing consumer.
resistance ﬁo poor qualilty .and insppropriate assortment of clotﬁigg and shoes.

_Althoﬁgh the ove?-all rate of increase in coﬂsumption of soft goods
has‘fallen, consumption ofAsame kinds of soft goods has been maintained at
& high rate. For instance, in 1964 sales of ready-made clothing‘were moxre
than fowr times the level of 1950. On the other hand, sales of fabrics
inéreased by only one and one-half times, reaching a peak in l§60 and
declining absolutely in volume in.the’early 1960's. Th;s';ifference reflects
8 significant shift from home production to the purchase of fgctoryxmade
clothing.

D. Consumer durables

During 1951-58 production of consumer durables increased at an
i
aversge rate of 16% percent per year, declining to 8 percenfﬂper year
during 1959-65. From slightly more than one-fourth of total sales of
nonfood goods in 1950, durables moved up‘to almost 4O percent in 1963. §/
Stocks of consumer durables on a per capita basis remain very low because of
the negligible level of stocks in the base period and, possibly, because of.

the relatively short. service life of Soviet-made durebles.’ Comparisons.of

&/ Sovetskaya,fbrgov{ya, Moscow, 196k, pp. 68-69




the stocks of durables in the USSR and the United States are shown in Table
3. Even these compafisons result in substantial overstatement, considering
the lower quality of Soviet durables and the absence of an éstizﬁate for
retirements for the USSR.
Table 3
USSR and US: Estimated Stocks of Selected Consumer Durables )
Belected Years, 1955-64 .

[, o
. Units per Thousand Persons _

USSR : Us

1955 1958 1959 196k 1963

Sewing machines 31 64 92 N.A, 135%
Radios ¥ J66 105 130 Ta61 T 97k
Television sets¥* N T e T 22T 56 T 38
Motorcycles and scooters L 8 v 13 23 L
Refrigerators 5 ' 8 13 ' 27 T 288
Washing machines 1 6 13 47 216
Electric vacuum cleaners 2 5 8 18 - 211

¥ Electric only. J . _
¥¥% Based on official figures.. ... .
E. Problems in the Consumption Sector and Leadership Response

The improvement made to date in consumption is far from sufficient )

nor are the problems in maintaining and expanding supplies of consumer goods

-

easy to solve. The leadership has been particularly concerned about the
\
failure of agriculture to provide the minimum output required for self-

sufficiency in food, necessitating the import of large quantities of grain.*

Clearly, more resources had to be'.committed to the output of fooastuffs. In

* Following the disastrous harvest of 1963, the Soviet Union imported about
11 million metric tons of wheat and flour. The good 1964 harvest did not
permit an adequate margin for rebuilding depleted stocks, and the poor climatic
conditions in 1965 which resulted in another harvest shortfall again forced
substantial imports T T o

L . L. - LB contrast %o the situation in'1963, however, the
quality of bread| epparemtiy-did not fell ( see Section V,.p. : ).




addition, there has been a persistent piling wp of inventories of various
‘kinds of consumer goods. The Soviet consumer, having achieved a standard of
living above the minimum substence level, has -shown great reluctance to purchase
the available supply of clothing, shoes, énd other soft goods despite the
: ¢
ever-increasing level of his money income and savings. At the same time
. : Some
there exists a large pent-up demand_for some consumer durables, &s shown by

the long waitingAlists at retall outlets. Finally, the ﬁransition to an

wrban society has npt been supported by:‘i'adequate provision of housiné,
utllities, repair services; and other amenities taken for granted 1in Western

Europe.

1. The Unsatisfied Demand for Food

‘Progress in improving consumpt&on of food has become stuck on
ihat part of ghe leadership's program calling for a better and moré vgried
diet. Although real iﬁcomes of the Soviet population have increased
appreciablyg over the past 15 years, the diet has not improved comnensurately,

nor has the share of income spent on food declined. Househalds in the USSR

spend about one-half of their total income for food, compared f;

20 percent of take-home pay spent by the average US é}tizen& 7/ ' The unsetisfied
demand for high-quality foodstuffs, especially animal products and fruits, finds
expression in the continued high prices for these items in the collective ferm

. (cTm),

marketsc where prices reflect changes in demend and supply. Although the

proportion of foodstuffs purchased in state stores has been increasing since. -

Z/ U.S. Department of Agriculture, Nationsl Food Situation, November 1965,
P 5.

rde)




1950, the ﬁ@@img&g_.continw to play an importent role in
»Supplying ihe populatidén with items in short supply in state outiets --
usually perishable foods such as vegetables; fruits, and animal products.
The new leadershipy hes recoénized the importance of the CFM,'
both as a source of supply for the consumer and as & soﬁrce of incame for
peasants and collective farms In May 1965 a liberalization of the rules of
‘ in the CFM :
traue/bas announced. __/ All price ceilingswere lifted, funds were made
avallable to modernize and expand existing markets and io construct new
“ones. E} In addition, measures were taken.to i@proye the transportation of
surplus agr;cultural prpducts to.?he market. As a result, in 1965Aquantities

sold in the CFM'increaséd and prices were down by 6 percent. Egy

2. The Slowdown in the Rate of Growth of Consumption of Soft Goods

The dgclinevin the growth of consumption of soft[goods as &

>whol§_can be £faéed in‘large part to the stagnation in physical volume of
sales in spite of & moderate growth in overall production. Reéeated price
cuts for various commodities, pgrticulgrly cloth, have failed to‘increase_the‘
volume of sales significantly. As a result, a severe problem of inventory
accumulation has arisen. Inventories more than doubled from 1959 to 196k, ‘whereas
retai} sales increased by less than 30 percent (see_Table'h)...At ‘the end

£ 196k, retail inventories of soft goods were 12;7 billion ruble;, more

than half as large as total retail sales of soft goods in that year.ﬁ

: E/ qovetqkaya torgovlya“__ 120 May 1965' p. 1.

9 w37 Izvestiya, 3 Feb 66, p. 2.

* For a fullér-ﬁiscussion'of “the Sovist<tnvenxory problemb-see'Maréhﬁll Goldman
« UThe Relbetant' Cansumer end Economic Fluctmatfons in’the* Soviet Uhion'"‘in-

The Journalsof: Polatiecat Econdmy, August 1965, .- 366.

)
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Table 4

USSR: Retail Sales and Inventories of Soft Goods,
Selected Years, 1950-6k4 ’

1950 1952 1958 1960 1963 1964

Billion Rubles
Sales a/ 9.5 10.8 18.7 21.8 23.3 23.9

Inventories b/ 2.3 k.2 5.8 8.3  11.7 12.7°

, : Index (1950=100)
Sales . 100 11y 197 229 245 252

Inventories 100 183 252 361 509 522

a. N.kh., 196k, p. 629 except 1952 from N.kh. 1962, p. 521.
b, N.kh., 1964, p. 637 except 1952 from N.kh. 1962, p. 527.

The difficulty of bringing production and consum??ion of a given
commodity into equilibrium in the USSR arises primarily becaéﬁe.neither
production nor pricevreacts adequately to changes in demand{ The state
retains control over the ;otal volume of consuger supplies.'{yoreover, within
the limits of resources devoted to consumption, planners and ;nterprises do
not adjust to chaqges in consumer demand. Enterprise managers hesitate to
innovate when changes may ;ncreaseAthe risk of underfulfilling the plan;
rather than do so, they will resort to production of éoods that they know
are unwanted. In recgyt Yyears the regime haé.adopted increasingly radical
measures iﬁ an attempt Bettér‘to match supply and demand. Althoﬁgh some
price cuts on hard-to-sell consumer goods, such as certain cldthing, shoes,
and household appliances, were announced at the end of lééh, the problems
of excess inventories did no# appear to be diminishing after the first quarter

\

of 1965. Further retail price reductions, ranging from

- 12 -
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6 percent for certain types of clothing to 30 percent for some fabrics in

excess supply, were announced in the latter part of April. Simul taneously,

0

the rural-urban price differential on some goods|

as abolished,* [T the hope that it wWould encourage

s e s e e =)

rural consumers to purchase more of the goods in excess supply.

Another approach to the problem of. matching supplir and demend,

i

watched with interest by both Soviet and Western observers ,' is the experimental

[

establishment of direct contractual relations between factories and retail

outlets.*% These were first tried in the Bolshevik and Mayak clothing firms

and were then extended to some 40O clothing, shoe » textlile and leather plants,

and"Octover 1965, A " }into the food industry. In order to be

successful the experiments must. assume that managers of reté.i'l outlets_ are

1

famdliar with customer desires and have the necessary incentives to balance

sales with purchases, Finally, there must be an arrangement whereby the

factory managers are penalized. for not producing the assortment reflected in

the retail -orders. K

% The rural-urban price differential was completely abolished in January 1966.

*¥%  Begun under Khrushchev, these experiments not bnly have been permitted by
the new regime to continue but have been expanded. Fov ae Woovo. detailed accovri?

o8 these experimonts See ghe paper by Emogede Brro  fa His velvee,




o

" eurrent production of consumer durables is only 10 percent of total production

. The results of the new system are, as yet, inconclusive. However,

*_experiment ot leest,

'thé mere fact that thei_ __ ‘has been extendeé'.. suggest%‘that the leadership

believes the consumer must be allowed to have a greater influence on the

¥
assortment of‘gdqag;"; -

3. The Pent-up Demsnd for Consumer Durables

Unsatisfied‘demand for consumer durables confronts the'planners
with a different problem from that in the soft goods sector -- competition

with producer and défense durables for machine-building capacity. Although

of all machinery and equipment, the potential lmpact on the Soviet economy
of a shift éoward their gggyggéiiéﬁ:igfénormous. So far the leadership's
solution to the surplus demand has been to use artificial restraints‘(for'
exemple, to fréeze walting iists for automobiles) or to afbitrariiy.restrict
' .

the extent of the market. Thuﬁ)in the past thgre has been éo intentiop to
provide a car for each family; the 1964 stock of cars indicates a ratio of
one car for every 305 peqpie in the USSR (compared.with one car.for fewer
than three people in the United étates). Jég/ Rather than supply each
household with domeéﬁic app;iances, thev¥egime ih‘thg past has talked of and
has supplied some rental centers and laundromats. TIn additipn, crowded
housing conditions and a restricted supply of electriciﬁy help to hold back
demand for large household durables. Finally, discdntent with the quality

of various consumer durables and the difficulty in getting repairs done

promptly and correctly, or even ddne'at all, undoubtedly has curtailed demand.

70/ Survey, October 1965; p. 98.

\




Because entétprises lack incentive to respond to consumer deménd and because
of the relatifely low priority given producers for alloc;tion of high-quality ‘
materials, machinery, and man-power to the production of consumer durables,
poor quality and lack of assortment have been e5pécia11y pronounced.
Nevertheless, a strong demand for selected durables gontinues
to exist. New wait;ng lists for car ﬁurchases wer; opened in mid-1963 (the
‘previous lists.had close@ 1n'l956),4ana within a very short timg.hundreds of
Mbscoviﬁes had siéﬁed_gg in spite of relatively high prices.¥ Just how high
car prices are was made clear when it was revesled that a Volga -costs just »
. \

under 1900 rubles to produce. 7// It costs a Soviet citizgg about 5500 rubles

to purchase that Volga

for other durgbles.
Waiting lists -also are evidentﬁ_t 7 In mid-1964, for

example, store clerks were estimating a waiting period of 3 to 4 years for

’ \
the more desirable refrigerators. In view of the rapid increase in production,
it is quite likely that queues shortened during 1965, but a walt is still
necessary for the larger, more desirable models. ° Washing machines now are’
readily available in larger cities but rurel areas are not so well supplied.

The supply situation for vacuum cleaners, popular brands of

television sets (including the lower priceq models), and transistor radios

is relatively better with regard to both quality and -quantity. Despite the

increasing availability of various durables, however, sales of certain items --

sewlng machines, watéhes, bicycles, and cameras -- have actually declined in

* The current ruble-dollar price ratio for cars averages about 2 to 1 compared
with 1.3 to 1 for food and 0.9 to 1 for all consumer: goods and services as a
whole (the geometric average of ratios using Soviet and US weights).

4// Prevda, December 26, 1965, Pp 2.




recent years. Moreover, the planners have had only limited success in
correcting the imbalance of supply and demand for the several types of
durables in surplus inventdry. frice reductions and the»pfferi;é of
installment credit have falled to raise éales significantly.

The-new five-year plan has set a few goals fér consumer durables
production ;f television output is to double, refrigefator outpgt is to

triple, and the gross value of furniture output, cuwrrently 1.8 billion __

.

rubles is to increaée by wmore than 50 percent. Even if these gogis are met,
stocks per capita of these - goods will remain considerably beloy stocks in
the US. Most striking, however, is the planutoiingregse producﬁionIOf
pasgenger cars at an average annual rate of 30 percent compared to 8 percent
per year since 1960. Nevertheless this means producing only 700,000 to
800,000 cars in 1970>(léss than one tenth of 1965 US production), ‘a quantity
that will not satisfy all of the would-be customers. |

4., TInadequate Expansion of the Service Sector

Urbanizatidn'and the increase in disposable money income have
placed alstrain on retail facilities and on the provision 6f_personal
services, medical and educational services, transportation, and communications.
In addition, plans f;r increasing the number of laundries, public baths, and
hair-dressing and barber estaﬁlishments are continually underfulf#lled.
Moreover, the growing stock of cénsumer durables, coupled with their loy

quality, requires a maddr expansion in the repair network. A casual survey

of the daily press discloses a flow of articles and letters detailing the

\
and -

inadequate number’ Z‘variety of repalr facilitles and the poor quality of the

services rendered. Much of the inadequacy stems from the low priority given




to construction in the services sector. The new leadership has promised
rapid growth of expenditures in this area, calling the fall in’investment
‘ Newer Hheless
in the services sector that occurred in.1959-62 "regretable." _  ~  the
expansion of facilities remains grossly insufficient and the endemic problems
of poor-quality repair work will not be solved easily. Publid services in
: . Hose M 2
rurel districts lag far behind, the cltype B/
In addition, wurbanization has placed a growing strain on the
Y e '
the supply of housing./(ﬁowever,hmuch of the excess demand for housing as
expressed in long waiting lists would disappear if the state charged full-cost
rentals. State-built housing (currently about 40 percent of the total stock*)
is heavily subsidized; as a result of the nominal chargés, the average family
unit spends only from 3 to 5 percent of its Income for housing. Paying full
& |
costs would increase rents by 80 percent. __/ Intensifying the pressure on
the supply of new state housing has been the decline in private home building.**
The XiveYear }ﬁan (1966-70) indicates that no major shift in investment toward

state housing is planned, nor is the leadership apparently going to take ‘the

obvious solution of encouraging private home building.

* During the Seven Year Plan, however, an average of 60 peréént of the
housing constructed was in the public sector, thus the share of state-bullt
housing is increasing.

*¥  Throughout the 1950's private home construction by individuals accounted
for more than one-third of the value of investment in hou.,s:i.ng.mami:r i1l be
slightly under one~quarter for the decade of the 1960's. to.

/L) 1avestiya, 27 July 1965, p. 3.
17 8&7 Voprosy ekonomiki, no. 10, 1964, p. 7.




IiI. Trends in Disposable Money Income¥*

Disposable incomé in the quiet Union has increased.almost 200 percent
since 1950. In contrast to increases in consumption, however, the major
increases came during 1955-&5 when disposéble incéme increased at aé average
annual rate of 8 pefcent. This rapid growth cane ébout because: (1) wage
reforms in 1956-60 and in l96h-sharply raised wage levels for wo;kers:employed
in state enterpr;ées; (2) a social insurance rgform in 1956 iiberali?ed payments
and 5roadened coverage for state workers, and beginning in 1965, collective
farmers and thelr families were included under a state soc;al insurance program; '\
(3) abolition of compuisdry bond pufchases in 1958 and a partial abolition of :
income taxes in 1960;61 increased take-home pay; and (4) the sﬁare of money

income in the income of kolkhoz peasants rose rapidly.

Disposable income would have grown even faster had not some of Khrushchev's
more flamboyant promlses been delayed or shelved. For example, the wage reform
. for service workers and & rise in the.minimum wage scheduled for_l962 were not
implemented until 1964-65. A further increase in the minimum wﬁgé promised by
1965 was not made.

A. Money Earnings of Wage and Salare Workers

Wages and salaries of workers in state owned enterprisqs constitute the
largest segment of money income, rising from 65 percent of the total in 1950 to

72 percent in 1965. 'buring this period the average wage of state workers grew

* Disposable income 1s defined as the total money receipts of the population =
during a given year minus direct taxes on the population. Money receipts

include: (1) money wages and salaries; (2) net income from private activities;

(3) dividends paid members of cooperative organizations; (L) pensions, grants,
stipends and other transfer payments; (5) interest on bonds and savings; and (6)

net borrowing. This concept of incame excludes all imputed payments such &s
in-kind payments. Direct taxes include: () income tax on the earnings of the
population and (2) local taxes, fees, fines, etc.
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by__é_o__pga_;'_«_(;:eﬁt,_.__f.__:largely a5 a result of major wage reforms during 1956-60 and
1961&--65._ The earlier reform affected 50 million workers, added 4.5 billion
_Tubles annually to the wage bill, and raised the average wage of workers in

. p .
industry, construction, and state agriculture 13 to 25 percent. _ﬁ/ Designed
to restructure the chaotic wage system in the “productive" sectors of the econony,

the reform established a set of coordinated job classifications and simplified .

LI — .- - — e by . !
..wage structure _: reestablished base pay as the predominant share of workerss

income, and ~fixed ‘e minimum wage of 27 rubles & month. _

To complete the restructuring of wages, service workers were scheduled to

Svom 27

recelve wage increases in 1962 and the minimum wage was to be raised '{to 4o

rubles & month for all workers and employees. However, the second reform
was postponed until 1964-65, when 20 million service workers were granted

. x;rage increases averaging 21 percent; these increases added 3.3 billion rubles
annually to the wage bill. -}_e/ As caen be seen in Figure 3 'l_gpis change greatly
narroved the differential in wages between the "productive" and service sectors.
Also implemented at this time wes the postponed hike in the minimum wage. 777

f’:_":" R ' ) g 3 / '
AN

B. Money Incomes of Collective Fermers and Secondary Income of Rural
Residents

The peasant population in households attached to collective farms has two
primary sources of money income: (l)'the remueration for labor services
expended on the collective farm and (2) money income from the sale of farm

products produced on private plots. Other rural residents', including state

/ ‘42’/ I.N. 'Popow;;mxerkasdv, Organizatsiya zarabotnoy platy pabochikh sssr N
Moscow, 1965, p. 12.

1528/ moid.
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Broken line indicates data not avallable for intervening years.
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'«iorkers , supplement their wgges with income from the sale of férm products.
During the past decade the average money earnings of collective:‘ farmers
derived from work on the farm has almost tripled and cash i:aymehts now make
up abot’zt three-fourths of the farmers' total incbme , compared with 42 percent '
in 1955. Yet collective farmers remain at the bot‘.tom of the economic ladder,
with cash incomes averaging iessvthan k00 rubles a year in 1964, or about
) one-thiz;d the level of earnings of étaﬁe workers. In part, the rgpid. rise
in. money payments merely represents the implementation of a state. ‘policy to
pay money wages rather than to make‘pé,yments in-kind. In-kind payments as
a share of total income paid out by the collective fa.rm_: to its members
_ /6 17 .
declined from 58 percent in 1955 22/ to 26 percent in 1962. Z2/. Thus, the
tripling of money wages paid to collective farmers by no means represents
a three-fold'incrgase in @otal income.

About one-half of the total money income of collective farm families is
derived from the sale of farm products either obtained from their "own
enterprise” -- land allotment and livestock held by the household -- or from

/8
the sale of products receivgd from the collective farm as in-kind payments. __3;;/
These sales are made in collective farm markets (CFM), where prices fluctuate

with changes in supply and demand (See Table 6). 1In general, prices in the CFM

declined gragduslly during the 1950's and increased moderately c_luiing the 1960's.

/6 E/ Th. E. Pomanov, N.S. Panin (ed.), Obshchestvenniye fondy Rolkhozov i
raspredeleniye kolkhoznykh dofkhodov, Moscow, 1961, p. 269..

)7 g/ N. Polyakova, Ekonomika sel'skhozyaystvennykh predpriyattii, Moscow,
196k, p. 289.

/8%3/ Ye. V. Kasimovskiy, Problemy ekonomiki truda, Moscow, 1965, p. 169.
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Table 6

USSR: Indexes of Sales and Prices in the
Collective Farm Market, 1958, 1960-64 a/

{1950=100)

1958 1960 1961 1962 - 1963 196k
Sales Lok 9l 93 95 & 85
Prices ok . 93 100 107 111 116

a/ N.xi. 1964, p. 657.
= T.kn. 1962, p. 5ko.




However, incomes from CFM sales depend not only on pfices 'but also on the
_supply of goods both in the CFM_ and in state outlets.¥ Thus, between 1955 and
1959 the increase in volume of sales more than offset the decrease_ in pricés »
and incomes from CFM sales ;ncréased by approximately 40O percent_. Incomes |
stagnated during 1960-51 despite higher pricés. Kinrushchev's restrictions on
private agriculture during ’ghe esrly 1960's succeeded in reducing CFM volume
sharply. Increased prices did, however, result in a moderate ilmprovement in

' < /
incomes after 1962. The removal of Khrushchev's restrictions i/ by the present
) .




iﬁsurance prc.>gram, workers are entitled to benefits for sickness, maternity,
and largefemilies, and pensions for old age and disability. Two major social
insurance reforms have increased the cost of social insure.;lce _ﬁom_s percént
of the total state budget in 1955 to over 1k percent in 1965. A revision in
QUerape

the pension J..aw in 1956 sharply raised the size of/tpa.yments and conS'j.derably
increased the numbef of pensiocners by (1) granting partial pensiona'a to workers '
who have not worked the req_uired number of years necessary for a full pension,l’.
(2) abolishing tie timé limitation following retirement 1m-h1ch one could apply
f;or a pension, and (3) adding new categories of persons e;xtitled to pensions.
As & result, the number of state pensioners increased by 2,500,000 “between
1956 and 1958 and by an average of 850,000 annuaily between 1.958 and 1965, When
?oday 30 million persons drew s‘be..t‘e- pensions.‘ .

The s;acond major 'rgfom, approved by.the Supreme ngiet on 15 July 196L, J
brought 15 million col’lect:['ve farm households - mofe than 50 m;tJ;lion persons .-;

the odoption o5

under & state soclal insurance syst?m beginning in 1965.%  Until A?hia progranm,
the establishment of pension’ pfograms at collective farms had been optional
and entirely at the expense of the individual farni‘ As & result, many farms

even thgae,
had no program at all, and *© .+ programgusually failed to match the

.

avatlable Yo
benefits ]

. workers at state enterprises.
Under the new: program for collective farmers, benefits are smaller and

eligibility requirements more stringent than those  ~ """ "for state

workers. The minimum old age pension for collective f8rmergg 312 rubles a month --
: ( n

for state workers, 30 rubles a month. Both the collective farmer and the state

% Excluded from coverage under this program are collective farm members who
work only on private plots as well as chalrmen and certain technical workers
who qualify for benefits under the progrem for state workers.,

25




employee must work 25 years to be eligible for a full pension, but the state

employee of retirement age can qualify for a partial pension after only 5 years,

whereas there is no provision for partial pensions for collective farmers. The
retirement age for male collective farmers is 65 but for state employees only

60 years. Nevertheless, collective farmers are benefiting significantly from

. ek

the new program, " .increased the number of collective farm

pensioners from 3 million to 6.8 miilion, and the average pension inercssed from

approximately 6 rubles a month to about 17 rubles a month. A‘:;_khore than 1
%%Vg
billion rubles wasAa ded to the money incomes of collective farmers during 1965..

Funding provisions for the program, which 1s officially estimated
to have cost 1.3 billion to 1.4 billion rubles in 1965, limited'the cost to
the state by requiring mandatory deductions from the gross revenues of the farms.

f"i::ifhfgollective ferms were required to contribute 2.5 percent of their gross

- in J LY
revenues to a centralized social insurance fundA ang

v (9L
2N percent; In addition, a state

subsidy, averaging %00 million rubles a year during 1965-67, is to be granted
to meet the estimated cost of the program.

State deductions from workers' incomes declined from’ly?percent.of

total money income in 1955 to 7 percent in 1960, . . :substantially increasing

disposable income during this period. The reduction was caused primarily by the
suspension of compulsory bog@ ﬁurbhases in 1958. Fhrther{ Khrusﬁchev announced

in 1960, a program for aboliéhing personal income taxes, which averageﬁ 6.6 percent
of total money income in that year. The program began in October 1960 with the

lowest income groups, and was to be applied to a progressively higher income

A




group each October thereafter until all income tax payments were eliminated in-
1965. After completing about one-tenth of the progrem, however, the regime
announced in September 1962 that additional military spending bfought about -

by the "increasingly aggressive actions of imperialism" necessitated a

. 20 o
suspension of the prog:am.‘;z7 .In a speech to the 23rd Party Congress

Brezhnevy made & vague promise to reduce the income tax "in the futurel. In

\ .
1965 state deductions still amounted to 6.k percent of total money income.

IV. Implications of the Diverging Trends in Income and:.Consumption

In recent years increasing money incomes combined with a slowing growth
have : '
rate in consumption __: led to an imbalance between total money supplies and
have

the amounts needed for. purchases of consumer goods and___“-thus generated
inflationary pressures of varylng intensity.

For the purpose of this paper inflationary pressure 1s defined as the
excess_monetéry demand for consumer goods caused by a gap between the amount

of money supplied to the economy and the amount actually needed to purchase

current levels of output at planned prices. Given the presence of excess

demand for goods, "open" inflation results if prices-rise

A0 X5/ Izvestiya, 25 September 1962 -

26 a-ﬁ'o{
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in response. If, instead, prices are fixed by decree, so-called "repressed"
inflation exists in that consumers are forced to hold cash or savings deposits
%%A$§2$Ei\°f the amount desired, that'is, they would spend the money if oniy
the proper goods and services were available. It is impprtant tg note that
under "open".inflat;on the higher prices become scﬁeone's higher income,
whereas under so-called "repressed” inflation, this element of the inflation

X

DProcess is largely absent,

A. Indications of Inflation

At best, the measurement af inflationary pressures in the USSR is
difficult because of the lack of comprehensive official data on incone,
price levels, real oﬁéput,,and the money supply. No attempt i1s made in
this paper to measure aﬁ "inflatiénary gep." " Instead, the trends in prices
are presented, using the differential between state retail prices and
- collective farm market prices as the best indicator of inflationary trends
over time. Further evidence is provided by examining trends.in savings.,

1.- In the USSR, almost all nonfood goods and most food goods are
sold inAstate stores:at fixed prices. Inasmuch.as-these prices are changed
infrequently, excess monetary dgmﬁnd has resulted typically in "reprgssed"
inflation. ‘Some of thisrexcess purchasing powef flows into the CFM, the only
organized free markets'in the USSR, and, therefore, prices in the CFM
EengEZRt & barometer of the extent of "repressed" inflatién. Thé ratio
between‘prices in the CFM and stabe retail prices for food is pzo#ably the

best single measure of the failure of the state to drain off excess purchasing
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power. Although during 1959-6L the ratio of the prices in the two markets rose
from 1.31 to 1.63, the ratio still 1s well below the ratio in 1955.

USSR: Ratlo of CFM Prices to State Retail Prices for Food, 1955-6h

1955 , 1958 1959 1960 1961 1962 1963 196k
1.75 1.38 1.31 1.35 1.%3 1.50 - 1.5% 1.63

Furthermore, the rafios prevail¥ing in recent years are still faf below the
ratio of about 2.2 in 19&0. 1Even ﬁhese ratios overstate the case for the
importance of "repressed" inflation becaus